BACKGROUND
There has been a deposit protection scheme in the UK since 1982 (having been introduced by the Banking Act 1979). At present the scheme provides for 90% protection for the first £20,000, with amounts in excess of that figure receiving no protection whatsoever. Accordingly, no bank depositors can obtain full protection for their savings no matter how modest the amount involved. Who should receive protection?
How much cover should be provided?
Should 100% cover be provided?
How should the scheme be funded?
These matters will be considered individually but, before doing so, it is necessary to consider why bank depositors should receive protection at all. We will also consider the effect ol a deposit protection scheme on the risk of moral hazard and the role of coinsurance as a means to reduce this risk. 
PROTECTING DEPOSITORS AND MORAL HAZARD

LACK OF PUBLIC AWARENESS
Our research has highlighted a lack of knowledge amongst the general public about the existence of the deposit protection scheme and the levels of cover provided. In the US the level of awareness is far higher and one of the reasons for this is that bank failures are a far more common occurrence than in the UK.
It is suggested that where the level of protection is relatively modest, and these safeguards are present, the effect of the 
THE ISSUES
There are a number of issues to be addressed in this context.
Eligibility
Perhaps the first question which should be considered is who should qualify for protection under the scheme. This is a very important issue, which goes to the root of the matter. The majority of those who responded to the previous consultative document were of the opinion that compensation should be directed largely towards those who are least able to sustain financial loss, i.e. private individuals and small businesses.
We are also of the opinion that protection should be aimed at those least able to assess the risks involved in choosing one financial product as opposed to another. For the most part, private individuals of relatively modest means will fit into this category. Indeed, few will really be in a position to assess a particular situation adequately because of the combination of a lack of know-how and a lack of information. The exclusion of larger companies from the scheme is justifiable and desirable. At present deposits from banks, building societies, insurance companies and other financial institutions are excluded from the scheme and there does not appear to be any support for a change to this position.
Level of compensation
The level of protection when the scheme was introduced was £7,500 (at that time cover was limited to 75% of £10,000) and this was increased to £15,000 in 1987 (75% of £20,000) and to £18,000 in 1995 (90% of £20,000).
The directive requires member states to provide cover of not less than 90% of 22,222 but states can provide a higher level of cover if they so wish. The level of compensation in the UK is relatively low when compared to some other countries.
In the US, for example, $100,000 protection is provided with no element of co-insurance.
The responses to the previous consultation document indicated no support for the idea of providing unlimited cover to those whose deposits come within the ambit of the scheme.
However, it is worth noting that there is no overall limit under the current insurance industry scheme and the FSA has stated that it sees no case for introducing a limit in that area. The FSA is also not persuaded that the limits for the deposit protection scheme and the investment protection scheme should be the same. Although it may be arguable that the levels of cover for these schemes should not be identical, it is submitted that to provide differing levels of cover r o provides unjustifiable complexity.
Need for co-insurance?
It has alreadv been seen that coinsurance is not a feature of all deposit protection schemes and, indeed, at present the Investors Compensation Scheme in the UK provides 100% cover for the first £30,000 of a claim before the co-insurance aspect comes into play, with only 90% cover being provided for the next £20,000. It is difficult, in our view, to justify the provision of 100% cover in this scheme while retaining co-insurance o for the entire amount of each deposit under the deposit protection scheme. It one of the aims is to provide protection to poorer consumers there needs to be some element of the compensation package that attracts 100% cover.
The principal justification for the provision of 100% cover is one of distributive justice. Those least able to bear the loss resulting from the failure of a financial institution are also those who are least able to judge the level of risk posed by that institution. There are, in our opinion, moral as well as practical reasons for providing full protection to such consumers for deposits up to a particular limit. One consequence of providing 100% cover to protect weaker consumers is that the financially betteroff also benefit Irom this protection. It is for this reason that there should be an upper limit to the amount which receives complete protection. Above that limit it would be reasonable to introduce a further band which would attract an element of co-insurance.
Funding
It is essential that the deposit protection scheme be adequately funded by contributions from authorised financial institutions. It should not be necessary to use public funds for the purpose of compensating depositors, but where there exists adequate prudential supervision of the banking sector, coupled with a properly-funded scheme, there should be little risk of this happening. Under the new proposals the deposit protection scheme will operate as a sub-scheme and it will be necessary to ensure that where compensation payments are made a fair allocation of liabilities takes place. It would be unfair
As was noted earlier, we would only advocate the introduction of a deposit protection scheme where adequate prudential banking supervision exists and, in our opinion, the UK satisfies this requirement (although some would argue that even with the new regulatory environment there remains room for improvement).
The moral hazard issue must be addressed but it is difficult to argue against providing 100% cover up to a particular level. This level can be fairly modest, perhaps protecting the first £30,000 in full. Above that the next £20,000 could receive protection but with an element of co-insurance included. It is not felt that this would create any significant moral hazard risk.
Such a development would enable the poorer members of our society, most of whom are not in a position to assess the financial health or otherwise of the financial institution in which they have deposited their savings, to be fully protected. An element of co-insurance above this level can be justified, although many countries do not see the need for this.
We are also of the opinion that above a certain level no protection should be offered.
Where that line should be drawn is clearly a matter for discussion.
Our research has highlighted a lack of knowledge amongst the general public 
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